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INTERNAL CONTROLS

Internal controls are the policies and procedures used by management to ensure that their
programs and functions operate efficiently and effectively in conformance with applicable laws and
regulations. One purpose of internal control is to ensure that financial reporting of the financial
statements and the schedule of expenditures of federal awards are completed accurately. It is also used
to reduce the risk associated with fraud related to the operations of the governmental unit. Internal
control is essentially a check and balance system over the operations. The foundation for a good internal
control system starts with making sure that there are appropriate procedures in place to ensure that
errors and fraud are either prevented or detected and corrected in a timely manner.

In order to have an effective internal control system, it is important to have proper segregation of
duties. Segregation of duties is a common term referred to in relation to internal control. This means to
have a separation of functions over certain activities that would provide internal control. The fundamental
premise of segregation of duties is that an individual or small group of individuals should not be in a
position to initiate, approve, undertake, and review the same action. An example of appropriate
segregation of duties would be having one individual prepare claims, having another individual review and
approve the claims, and having a third individual sign the checks for payment of the claims. Without
proper segregation of duties, it is difficult to have an effective system of internal control. Sufficient
compensating controls would then need to be implemented. This might entail random verification and
approval by the official at different points in the process or switching duties. There are two main
advantages to implementing segregation of duties. The first is that fraud is more difficult to perpetrate
when proper segregation of duties is in place because it would require collusion of two or more
individuals. Secondly, with several individuals involved in the process, innocent errors are more likely to
be detected and corrected. Officials have the fiduciary responsibility to ensure the proper accountability
of financial activity. This is accomplished by making sure there is proper oversight, reviews and
approvals.

The Accounting and Uniform Guidelines Manual for each unit provides that internal controls be
established and put into operations. Therefore, a sound internal control system should be put into place
to ensure accurate reporting of the financial statements and the schedule of expenditures of federal
awards. Additionally, a sound internal control system should be put into place to ensure that all
requirements related to federal awards received are complied with. The requirements of a federal
program can be obtained from various sources which include but are not limited to the grant agreement
with the Federal agency/pass-through entity, the appropriate section of the Code of Federal Regulations
and United States Code, and applicable handbooks and other guidance provided by the Federal agency
and/or pass-through entity.

In addition to the guidance noted above, the A-102 Common Rule and OMB Circular A-110 (2
CFR part 215) require that non-Federal entities receiving Federal awards (i.e., auditee management)
establish and maintain internal control designed to reasonably ensure compliance with Federal laws,
regulations, and program compliance requirements. OMB Circular A-133 requires auditors to obtain an
understanding of the non-Federal entity’s internal control over Federal programs sufficient to plan the
audit to support a low assessed level of control risk for major programs, plan the testing of internal control
over major programs to support a low assessed level of control risk for the assertions relevant to the
compliance requirements for each major program, and, unless internal control is likely to be ineffective,
perform testing of internal control as planned.

As the auditor of your local governmental entity, the State Board of Accounts will be assessing
the controls you have in place over the preparation of the financial statements and schedule of
expenditures of federal programs and over the compliance with the requirements of federal programs. If
we determine that controls for any of these areas are either not in place or are not operating effectively,
we are required by the standards we follow to report those issues. This reporting is required to be made
in the form of written Federal findings included in the audit report. In order for us to be able to determine
operating effectiveness of the controls, we must have documentation of the controls to audit. Therefore,
any review completed over the preparation of the financial statement or schedule of expenditure of
federal awards should be documented in some way. Additionally, the oversight given to ensure
compliance with requirements of the federal programs should be documented.



